
f \Y\\\\,\

I II I I
1(m>a6\nAL

0000094762
BEFORE THE ARIZONA C()R]Q§8['é(1/%(8ylMI8SI0)

COMMISSIONERS
2889 HAD 20 :D Ur 2 9

2

3

4

5

KRISTIN K. MAYES, Chairman
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP

.P " 'P
,f |

.I

n ¢ r*»»'* f " |l!\ *".i .'¢' .c;;.
\.... \.f» xi ..1.. .i li..'414

. , . . . . . . Ru- -.um1 L:f * L
\|
.a

DOCKET no. W-01303A-08-02276

7

8

9
Arizona Csrporatfon Commission

D CK J
10

") "I
1'

11
M A gr

U ac, r1:.;T I; ii) '.§3Y
I12

IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS AGUA FRIA
WATER DISTRICT, HAVASU WATER
DISTRICT, MOHAVE WATER DISTRICT,
PARADISE VALLEY WATER DISTRICT,
SUN CITY WEST WATER DISTRICT AND
TUBAC WATER DISTRICT.
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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTIIITY PLANT AND
PROPERTY AND FOR INCRESES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS MOHAVE
WASTEWATER DISTRICT.

NOTICE OF FILING
WITNESS SUMMARY

18

19 Staff of the Arizona Corporation Commission ("Staff") hereby provides the witness summary

20 of Staff witness David C. Purcell.

21 RESPECTFULLY SUBMITTED this 20"' day of March, 2009.
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Nancy L. Scott, Attorney
Ayes fa Vohra, Attorney
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007
(602) 542-3402

28

O

2 3



2

1 Original and thirteen (13) copies
of the foregoing were filed this
20"' day of March, 2009 with:
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Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85008

6 Coy of the foregoing mailed this
20 day of March, 2009 to:
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Craig A. Marks
CRAIG A. MARKS, PLC
10645 n. Tatum Blvd.
Phoenix, AZ 85028
Attorney for Arizona-American Water Company

Lance Ryerson
1956 E. Desert Greens Drive
Fort Mohave, AZ 86426-8883

10

Patricia Elliott
1980 E. Desert Greens Drive
Fort Mohave, AZ 86426
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Thomas M. Broderick
Director, Rates & Regulation
ARIZONA-AMERICAN WATER COMPANY
19820 North Seventh Street, Suite 200
Phoenix, AZ 85024

Keith Doper
1964 Sunset Drive
Fort Mohave, AZ 86426-6733
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Hallie McGraw
1976 Sunset Drive
Fort Mohave, AZ 86426-6733
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Daniel Pozefsky, Chief Counsel
RESIDENTIAL UTILITY
CONSUMER OFFICE
1110 West Washington Street, Suite 220
Phoenix, AZ 85007-2958
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Steven D. Colburn
1932 E. Desert Greens Lane
Fort Mohave, AZ 86426-6724
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Dennis Beamer
1966 E. Desert Greens Lane
Fort Mohave, AZ 86426-6724

19

Paul E. Gilbert
Franklyn D. Jeans
BEAUS GILBERT PLLC
4800 North Scottsdale Road, Suite 6000
Scottsdale, AZ 85251-7616
Attorneys for Clearwater Hills
Improvement Assn.

20

21

Jeff Crockett
Robert Metli
SNELL & WILMER
One Arizona Center
400 E. Van Buren Street
Phoenix, AZ 85004-2202

22

23

Michael W. Patten
Timothy J. Sabo
ROSHKA DeWULF & PATTEN, PLC
One Arizona Center
400 East Van Buren Street, Suite 800
Phoenix, AZ 85004-2262
Attorneys for the Town of Paradise Valley

Andy Panasuk
1929 E. Desert Greens Lane
Fort Mohave, AZ 86426-6725

24

25

Andrew Miller, Town Attorney
TOWN OF PARADISE VALLEY
6401 East Lincoln Drive
Paradise Valley, AZ 85253-4328

Thomas J. Ambrose
7326 E. Montebello Avenue
Scottsdale, AZ 85250-6045
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Nicholas Wright
1942 E. Desert Greens Drive
Fort Mohave, AZ 86426-8883

Ikuko Whiteford
1834 Fairway Bend
Fort Mohave, AZ 86426-6726
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George E. & Patricia A. Cocks
1934 East Shasta Lake Drive
Fort Mohave, AZ 86426-6712
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Raymond Goldy
1948 E. Desert Greens Drive
FortMohave, AZ 86426-8883
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Tom Sockwell
Mohave County Board of Supervisors
1130 Hancock Road
Bullhead City, AZ 86442-5903
DOES NOT WISH TO RECEIVE COPIES
FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Wilma E. Miller
1915 E. Desert Greens Drive
Fort Mohave, AZ 86426-8802
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

PROPERTY OWNERS AND
RESIDENTS ASSOCIATION

13815 East Camino Del Sol
Sun City West, AZ 85375-4409

Carole MicHale-Hubbs
21511 North Limousine Drive
Sun City West, AZ 85375-6557
Attorney for Property Owners and
Residents Association

Ann Robinett
1984 E. Desert Greens Lane
Fort Mohave, AZ 86426-6726

Jacquelyn Valentino
5924 S. Desert Lakes Drive
Fort Mohave, AZ 86426-9105

Mike Kleman
5931 S. Desert Ld<es Drive
Fort Mohave, AZ 86426-9105

Marshall Magruder
P.O. Box 1267
Tubac, AZ 85646-1267

Betty Nev land
2000 Crystal Drive
FortMohave, AZ 86426-8816
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Shanni Ramsay
1952 E. Desert Greens Drive
Fort Mohave, AZ 86426-6724
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Louis Wilson
1960 Fairway Drive
Fort Mohave, AZ 86426-8873
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Boyd Taylor
1965 E. Desert Greens Drive
Fort Mohave, AZ 86426-8884
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Joe M. Souza
1915 E. Desert Greens Drive
Fort Mohave, AZ 86426-8802
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Don & Liz Grubbs
5894 Mt. View Road
Fort Mohave, AZ 86426-8862
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET

Rebecca M. Szimhardt
1930 E. Desert Greens Drive
Fort Mohave, AZ 86426
DOES NOT WISH TO RECEIVE COPIES
OF FILINGS MADE BY ANY PARTY IN
THIS DOCKET
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SUMMARY OF DIRECT TESTIMONY OF DAVID c. PARCELL

I have been retained by the Utilities Division Staff to evaluate the cost of capital aspects

of the current filing of Arizona-American Water Company ("AAWC" or "Company"). I

have performed independent studies and am making recommendations of the current cost

of capital for AAWC. In addition, since AAWC is a subsidiary of American

Water Works Company, Inc. ("AWW"), I have also evaluated this entity in my analyses.

My overall cost of capital recommendations for AAWC are:

Short-Term Debt
Long-Term Debt
Common Equity

Total

Percent
10.98%
47.70%
41.62%
100.00%

Cost
5.367%
5.463%
9.5-10.5%

Return
0.59%
2.59%
3.95-4.37%
7.13-7.55%

AAWC's application requests a return on common equity of 11.75 percent and

overall rate of return of 8.40 percent. I propose a return on common equity of

10.0 percent and an overall rate of return of 7.34 percent.

The following is my summary of my cost analyses and related conclusions for AAWC:

This proceeding is concerned with AAWC's regulated water utility operations in

Arizona. My analyses are concerned with the Company's total cost of capital. The first

step in performing an analysis of the Company's cost of capital is the development of the

appropriate capital structure. AAWC's proposed capital structure is comprised of 46.75

percent common equity and 53.25 percent long-term debt. This capital structure is the

projected December 1, 2008, capital structure of the Company. I use a capital structure in

my cost of capital analyses that contains short-term debt.



The second step in a cost of capital calculation is a determination of the embedded

cost rates of debt. AAWC's application uses a long-term debt cost rate of 5.463

percent, which reflects the Company's projected cost at December 31, 2008. I

have used the same rate for this item as is proposed by the Company. For the cost

of short-term debt, I use the rate cited in the Company's filing.

The third step in the cost of capital calculation is the estimation of the cost of

common equity. I have employed three recognized methodologies to estimate the

cost of equity for AAWC. Each of these methodologies is applied to three groups

of proxy water utilities. These three methodologies and my findings are:

Methodology
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

Range
9.5-10.5%
10.2-10.5%
9.5-10.5%

Based upon these findings, I conclude that the cost of common equity for AAWC

is within a range of 9.5 percent to 10.5 percent. I recommend the mid-point of my

cost of equity range (10.0 %).

Combining these three steps into a weighted cost of capital results in an overall

rate of return range of 7.13 percent to 7.55 percent. My recommended 10.0

percent cost of equity results in an overall cost of capital of 7.34 percent.



SUMMARY OF SURREBUTTAL TESTIMONY OF DAVID c. PARCELL

My Surrebuttal Testimony first responds to the Rebuttal Testimony of Dr. Villadsen.

Next, I update my Exhibits contained in my Direct Testimony and update my DCF,

CAPM, and CE analyses.

My response to Dr. Villadsen's Rebuttal Testimony generally follows the format she

utilized and is organized into the following topics:

General comments
Financial risk issues
Discounted Cash Flow Issues
Capital Asset Pricing Model Issues
Comparable Earnings Method Issues


